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August 12, 1994
Accompanying this letter is an exposure draft of a proposed statement of position (SOP), Auditors'
Reports on Statutory Financial Statements of Insurance Enterprises. This SOP has been developed by
the AICPA Insurance Companies Committee and approved by the Audit Issues Task Force of the AlCPA's
Auditing Standards Board.
The AlCPA's Insurance Companies Committee has concerns about the current prescribed-or-permitted
statutory basis of accounting. The committee believes it is essential that the National Association of
Insurance Commissioner's (NAIC's) codification of statutory accounting practices be completed soon to
achieve consistency and comparability that is currently lacking in statutory accounting practices for
insurance enterprises. Nevertheless, the committee concluded that auditors may continue to report on
statutory financial statements prepared in conformity with accounting practices prescribed or permitted
by the insurance department of the state of domicile while the NAIC completes the codification of
statutory accounting practices, because of the increased disclosure that will be made about permitted
statutory accounting practices under the AlCPA's proposed SOP on Disclosures of Certain Matters in the
Financial Statements of Insurance Enterprises. In addition, SOP 9 4 - 1 , Inquiries of State Insurance
Regulators, requires auditors to obtain specific corroboration of permitted statutory accounting practices.
The committee intends to reexamine the reporting provisions of the SOP on auditors' reporting in early
1996, if the codification project is not complete or near completion.
The issuance of Financial Accounting Standards Board (FASB) Interpretation No. 4 0 , Applicability of
Generally Accepted Accounting Principles to Mutual Life Insurance and Other Enterprises, which clarifies
that statutory accounting practices can no longer be considered generally accepted accounting principles
(GAAP) for mutual life insurance enterprises, prompted some to ask the AICPA whether the scope of
SOP 90-10, Reports on Audited Financial Statements of Property and Liability Insurance Companies,
could be expanded to include life insurance enterprises. In reviewing that request, the AICPA concluded
that it has become more apparent that the differences between GAAP and the statutory basis of
accounting are generally material for all kinds of insurance enterprises. Accordingly, the AICPA decided
SOP 90-10 should be rescinded, concluding that, despite the fact that it may not be practicable to
determine the differences, auditors' reporting should henceforth be based on the knowledge that the
differences are, in fact, material.
Comments should be sent to Dionne D. McNamee, Senior Technical Manager, File 3162.STAT,
AICPA, 1455 Pennsylvania Avenue, N.W., Washington, DC 2 0 0 0 4 - 1 0 8 1 , in time to be received by
October 12, 1994.
Written comments on the exposure draft will be available for public inspection at the AICPA library after
November 1 1 , 1994, for one year.
Yours truly,

A
Gary W. Roubinek
Chair
Insurance Companies Committee

Dan M. Guy
Vice President
Auditing Standards
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SUMMARY

This proposed statement of position (SOP) addresses auditors' considerations in reporting on
statutory financial statements of insurance enterprises. The proposed SOP—
•

Rescinds SOP 90-10, Reports on Audited Financial Statements of Property and Liability
insurance Companies.

•

Discusses matters auditors should include in their reports when issuing limited or general
distribution reports on statutory financial statements.

•

Discusses matters auditors should evaluate when considering issuing limited distribution
reports on statutory financial statements.

•

Clarifies auditors' reporting on the statutory financial statements of mutual life insurance
enterprises. 1

This SOP would be applied to audits of financial statements for years ended on or after December
3 1 , 1995.

1

In April 1993, the Financial Accounting Standards Board (FASB) issued Interpretation No. 40, Applicability of
Generally Accepted Accounting Principles to Mutual Life Insurance and Other Enterprises, which concludes that,
beginning in 1995, statutory financial statements can no longer be described as prepared in conformity with
GAAP.
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PROPOSED STATEMENT OF POSITION
AUDITORS' REPORTS ON STATUTORY
FINANCIAL STATEMENTS OF INSURANCE ENTERPRISES

INTRODUCTION
1.
All states require domiciled insurance enterprises to submit to the state insurance commissioner an annual statement or convention blank on forms developed by the National Association
of Insurance Commissioners (NAIC). The financial statements included in the annual statements
(statutory financial statements) currently are prepared using accounting principles and practices
"prescribed or permitted by the insurance department of the state of domicile," referred to in this
statement of position (SOP) as prescribed-or-permitted statutory
accounting.
2.
However, the NAIC is currently codifying statutory accounting practices for both life and
health enterprises, and property and casualty enterprises. It is expected that, when the codification is complete, statutory financial statements will be prepared using accounting practices
"prescribed in the NAIC's Accounting Practices and Procedures Manual," referred to in this SOP
as NAIC-codified statutory
accounting.
3.
This SOP is intended to apply to audits of statutory financial statements pre- and postcodification. The term statutory basis of accounting is used in this SOP to refer to whatever is
currently the acceptable basis of accounting; currently, that is prescribed-or-permitted statutory
accounting.
Prescribed-or-Permitted Statutory Accounting
4.
Prescribed-or-permitted statutory accounting for insurance enterprises is currently considered
an other comprehensive basis of accounting (OCBOA) as described in Statement on Auditing
Standards (SAS) No. 62, Special Reports (AICPA, Professional Standards, vol. 1, AU sec. 623).
Prescribed statutory accounting practices currently include state laws, regulations, and general
administrative rules applicable to all insurance enterprises domiciled in a particular state; NAIC
Annual Statement Instructions; NAIC Accounting Practices and Procedures Manuals; the Securities
Valuation Manual (published by the NAIC Securities Valuation Office); NAIC official proceedings;
and the NAIC Examiners' Handbook.
5.
Permitted statutory accounting practices include practices not prescribed in the sources
described in paragraph 4, but implicitly or explicitly allowed by the domiciliary state insurance
department. Insurance enterprises may request permission from the domiciliary state insurance
department to use a specific accounting practice in the preparation of their statutory financial
statements (a) when the enterprise wishes to depart from the prescribed statutory accounting
practices, or (b) when prescribed statutory accounting practices do not address the accounting
for the transaction(s). Furthermore, permitted accounting practices may have been allowed
through the regulatory examination process.
NAIC-Codified Statutory Accounting
6.
The NAIC undertook the project to codify statutory accounting practices in recognition of the
fact that prescribed-or-permitted statutory accounting sanctions statutory accounting practices
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that may vary widely — not only from state to state, but for insurance enterprises within a state.
The codification is expected to result in a hierarchy of statutory accounting practices that will be
(a) considered an other comprehensive basis of accounting under SAS No. 62 and (b) applied by
all insurance enterprises in the preparation of their statutory financial statements. Accordingly,
NAIC-codified statutory accounting is expected to replace prescribed-or-permitted statutory
accounting as the statutory basis of accounting on which auditors may report.
Other Relevant AICPA Projects
7.
The AlCPA's Insurance Companies Committee has other projects that deal with statutory
accounting practices and statutory financial statements. They have—
a. Issued SOP 9 4 - 1 , Inquiries of State Insurance Regulators, which requires, for each audit,
auditors to obtain sufficient competent evidential matter to corroborate management's
assertion that permitted statutory accounting practices that are material to an insurance
enterprise's financial statements are permitted by the insurance department of the state
of domicile.
b. Issued an exposure draft of a Proposed SOP, Disclosures of Certain Matters in the Financial Statements of insurance Enterprises, which would require insurance enterprises that
use permitted statutory accounting practices in the preparation of their statutory financial
statements to disclose information about such permitted practices in their financial
statements.

APPLICABILITY
8.
This SOP applies to audits of life and health insurance enterprises, property and casualty
insurance enterprises, title insurance enterprises, mortgage guaranty insurance enterprises,
assessment enterprises, fraternal benefit societies, reciprocal or interinsurance exchanges, pools,
syndicates, and captive insurance companies that prepare financial statements in conformity with
the statutory basis of accounting.
9.
This SOP supersedes SOP 90-10, Reports on Audited Financial Statements of Property and
Liability Insurance Companies. It also amends the AICPA Audit and Accounting Guide Audits of
Property and Liability Insurance Companies and the AICPA Industry Audit Guide Audits of Stock
Life Insurance Companies.2

RESCINDING SOP 90-10
10. Auditors should no longer issue reports on the statutory financial statements of property and
liability enterprises as to fair presentation in conformity with the statutory basis of accounting that
include a disclaimer of opinion as to fair presentation in conformity with GAAP. For audits of
statutory financial statements of property and liability enterprises, the auditor should follow the
guidance in this SOP.

2

The AICPA is preparing a revised Audit and Accounting Guide, Audits of Life and Health Insurance Entities,
which will incorporate this SOP.
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GENERAL DISTRIBUTION REPORTS
1.1. Under SAS No. 62, if an insurance enterprise's statutory financial statements are intended
for distribution other than for filing with the insurance departments to whose jurisdiction the
insurance enterprise is subject, the auditor of those statements should use the general distribution
form of report for financial statements that lack conformity with GAAP. When an insurance
enterprise's statutory financial statements are for general distribution, paragraph .04 of AU Section
544, "Lack of Conformity with Generally Accepted Accounting Principles" (AICPA, Professional
Standards, vol. 1), requires the auditor to use the standard form of report described in SAS
No. 58, Reports on Audited Financial Statements (AICPA, Professional Standards, vol. 1, AU
sec. 508), modified as appropriate because of departures from GAAP.
12. Though it may not be practicable to determine the amounts of differences between GAAP
and the statutory basis of accounting, the nature of the differences is generally known. The differences generally are found in significant financial statement items, and are believed to be material
for most insurance enterprises. Therefore, under this SOP, there is a rebuttable presumption that
the differences between GAAP and the statutory basis of accounting are material. Auditors
should, therefore, express an adverse or qualified opinion with respect to conformity with GAAP,
unless the presumption of material differences is rebutted by a preponderance of evidence. Paragraph 50 of SAS No. 58 provides guidance on deciding between qualified and adverse opinions.
13. SAS No. 58 requires an auditor, when expressing an adverse or qualified opinion, to disclose
in a separate explanatory paragraph (a) all of the substantive reasons for the adverse or qualified
opinion, and (b) the principal effects of the subject matter of the adverse or qualified opinion on
financial position, results of operations, and cash flows, if practicable. 3 If the effects are not
reasonably determinable, the report should so state, and also should state that the differences are
presumed to be material. Furthermore, the notes to the statutory financial statements should
discuss the statutory basis of accounting and describe how that basis differs from GAAP.
14. AU Section 544 also allows auditors to express an opinion on whether the statutory financial
statements are presented in conformity with the statutory basis of accounting. When NAlC-codified statutory accounting becomes the statutory basis of accounting, any accounting practices that
depart from that basis of accounting, regardless of whether permitted by state regulators or
required by state law, would be considered exceptions. Accordingly, if such departures are
material, the auditors should express a qualified or adverse opinion, just as they would under SAS
No. 58 regarding conformity with GAAP.
15. Following is an illustration of a report on the general distribution statutory financial statements of an insurance enterprise prepared in conformity with prescribed-or-permitted accounting
practices, which contains an adverse opinion as to conformity with GAAP, and unqualified as to
conformity with the statutory basis of accounting. In this illustrative report, it is assumed that the
effects of the differences between GAAP and the statutory basis of accounting are not reasonably
determinable.

3

AU Section 4 3 1 , "Adequacy of Disclosure in the Financial Statements," defines practicable as "the information
is reasonably obtainable from management's accounts and records and that providing the information in his
report does not require the auditor to assume the position of a preparer of financial information." For example,
if the information can be obtained from the accounts and records without the auditor substantially increasing
the effort that would normally be required to complete the audit, the information should be presented in the
auditor's report.
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Independent Auditor's Report
To the Board of Directors
ABC Insurance Company
We have audited the accompanying statutory statements of admitted assets, liabilities, and surplus of ABC Insurance Company as of December 3 1 , 19X2 and 1 9 X 1 , and
the related statutory statements of income, changes in surplus, and cash flow for the
years then ended. These financial statements are the responsibility of the Company's
management. Our responsibility is to express an opinion on these financial statements
based on our audits.
We conducted our audits in accordance with generally accepted auditing standards.
Those standards require that we plan and perform the audits to obtain reasonable
assurance about whether the financial statements are free of material misstatement.
An audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements. An audit also includes assessing the accounting
principles used and significant estimates made by management, as well as evaluating
the overall financial statement presentation. We believe that our audits provide a
reasonable basis for our opinion.
As described more fully in Note X to the financial statements, the Company prepares
these financial statements using accounting practices prescribed or permitted by the
Insurance Department of the State of [State of domicile],4 which practices differ from
generally accepted accounting principles. The effects on the financial statements of the
variances between the statutory basis of accounting and generally accepted accounting
principles, although not reasonably determinable, are presumed to be material.
In our opinion, because of the effects of the matter discussed in the preceding paragraph, the financial statements referred to above do not present fairly, in conformity
with generally accepted accounting principles, the financial position of ABC Insurance
Company as of December 3 1 , 19X2 and 1 9 X 1 , or the results of its operations or its
cash flows for the years then ended.
In our opinion, the financial statements referred to above present fairly, in all material
respects, the admitted assets, liabilities, and surplus of ABC Insurance Company as of
December 3 1 , 19X2 and 19X1, and the results of its operations and its cash flow for
the years then ended, on the basis of accounting described in Note X.

LIMITED DISTRIBUTION REPORTS
16. Under SAS No. 62, if an insurance enterprise's statutory financial statements are intended
solely for filing with state insurance departments to whose jurisdiction the insurance enterprise is

4

When NAIC-codified statutory accounting becomes the statutory basis of accounting, this paragraph should be
modified to state that the company prepares the financial statements using accounting practices "prescribed
by the NAIC's Accounting Practices and Procedures Manual," or other appropriate language.
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subject, 5 the auditor may use the form of report for financial statements prepared in accordance
with a comprehensive basis of accounting other than GAAP. Paragraph .05f of SAS No. 62 recognizes that such reporting is appropriate even though the auditor's report may be made a matter
of public record. However, that paragraph further states that limited distribution reports may be
used only if the financial statements and report are intended solely for filing with the regulatory
agencies to whose jurisdiction the insurance enterprise is subject. The auditor's report should
contain a statement that there is a restriction on distribution of the statutory financial statements
to the state insurance departments to whose jurisdiction the insurance enterprise is subject.
17. Though auditing standards do not prohibit an auditor from issuing limited distribution and
general distribution reports on the same statutory financial statements of an insurance enterprise, it is preferable to issue only one of those types of reports. The AlCPA's Insurance
Companies Committee believes that few, if any, insurance enterprises that do not prepare financial
statements in accordance with GAAP will be able to fulfill all of their reporting obligations with
limited distribution statutory financial statements. The Insurance Companies Committee also notes
the existence of GAAP financial statements should not, in and of itself, lead to a conclusion that
the statutory financial statements are solely for limited distribution purposes.
18. Following is an illustration, adapted from paragraph 8 of SAS No. 6 2 , of an unqualified
auditor's report on limited distribution statutory financial statements prepared in conformity with
prescribed-or-permitted accounting practices.
Independent Auditor's Report
To the Board of Directors
XYZ Insurance Company
We have audited the accompanying statutory statements of admitted assets, liabilities, and surplus of XYZ Insurance Company as of December 3 1 , 19X2 and 1 9 X 1 , and
the related statutory statements of income and cash flow, and changes in surplus for
t h e years t h e n ended. These financial s t a t e m e n t s are the r e s p o n s i b i l i t y of t h e
Company's management. Our responsibility is to express an opinion on these financial
statements based on our audits.
We conducted our audits in accordance with generally accepted auditing standards.
Those standards require that we plan and perform the audits to obtain reasonable
assurance about whether the financial statements are free of material misstatement.
An audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements. An audit also includes assessing the accounting
principles used and significant estimates made by management, as well as evaluating
the overall financial statement presentation. We believe that our audits provide a
reasonable basis for our opinion.

5

The AlCPA's Auditing Standards Division currently has a project under way that will clarify that there are no
circumstances under which additional distribution of limited distribution reports on statutory financial statements
is appropriate.
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As described more fully in Note X to the financial statements, these financial statements were prepared in conformity with accounting practices prescribed or permitted
by the Insurance Department of the State of [State of domicile],6 which is a comprehensive basis of accounting other than generally accepted accounting principles.
In our opinion, the financial statements referred to above present fairly, in all material
respects, the admitted assets, liabilities, and surplus of XYZ Insurance Company as of
December 3 1 , 19X2 and 19X1, and the results of its operations and its cash flow for
the years then ended, on the basis of accounting described in Note X.
This report is intended solely for the information and use of the board of directors and
the management of XYZ Insurance Company and for filing w i t h state insurance
departments to whose jurisdiction the Company is subject and should not be used for
any other purpose.
19. In accordance with paragraph 10 of SAS No. 6 2 , the notes accompanying an insurance
enterprise's statutory financial statements should contain a summary of significant accounting
policies that discusses the statutory basis of accounting and describes how the basis differs from
GAAP. However, the effects of the differences need not be quantified.

GENERAL AND LIMITED DISTRIBUTION REPORTS
20. The auditor should consider the need for an explanatory paragraph under the circumstances
described in paragraph 11 of SAS No. 58 and paragraph 31 of SAS No. 62 regardless of any of
the following:
a. The type of report — general or limited distribution
b. The opinion expressed — unqualified, qualified, or adverse
c. Whether the auditor is reporting as to conformity w i t h GAAP or conformity with the
statutory basis of accounting
For example, in a general distribution report, an auditor may express an adverse opinion as to conformity with GAAP and an unqualified opinion as to conformity with the statutory basis of accounting, and also conclude there is a need to add an explanatory paragraph regarding substantial
doubt about the insurance enterprise's ability to continue as a going concern; such paragraph
should follow both opinion paragraphs.
2 1 . As discussed in paragraph 37 of SAS No. 58 and paragraph 31 of SAS No. 62, in a separate
paragraph of the auditor's report, the auditor may wish to emphasize a matter. When an insurance
enterprise prepares its financial statements using accounting practices prescribed or permitted by
the insurance department of the state of domicile and has significant transactions that it reports
using permitted accounting practices that materially affect the insurance enterprise's statutory

6

When NAIC-codified statutory accounting becomes the statutory basis of accounting, this paragraph should be
modified to state that the company prepares the financial statements using accounting practices "prescribed
by the NAIC's Accounting Practices and Procedures Manual," or other appropriate language.
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capital, 7 the auditor is strongly encouraged to include an emphasis of matter paragraph in the
report describing the permitted practices and their effects on statutory capital.
22.

An example of an emphasis of matter paragraph follows:
As discussed in Note X to the financial statements, the Company received permission
from the Insurance Department of the [State of domicile] in 19X3 to write up its
property to appraised value; under prescribed statutory accounting practices property
is carried at depreciated cost. As of December 3 1 , 19X5, that permitted accounting
practice increased statutory surplus by $XX million over what it would have been had
the prescribed accounting practices been followed.

EFFECTIVE DATE
23. This statement of position should be applied to audits of financial statements for years ended
on or after December 3 1 , 1995.

7

When NAIC codification replaces the prescribed or permitted statutory basis of accounting, such permitted
practices would be considered exceptions.
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